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1 Analysing higher education funding arrangements 
Funding of higher education is a complex activity with many stakeholders, potential 
relationships, funding arrangements and financial streams. This leads to a continuous 
balancing act between a multitude of interests, historically grown situations, legal and 
practical limitations and political processes. Therefore funding arrangements often contain 
multiple elements and incentives. 
Figure 1: Framework for analysing higher education funding arrangements 
 
 
 
In order to analyse higher education funding arrangements in Europe, this nowadays has 
to take place in the context of European developments and voluntary agreements made by 
EU-member states. In this context, the European Modernisation Agenda for higher 
education is important. This Modernisation Agenda for the past five years stressed that: 
1. States should ensure a sufficient level of funding for HE (reduce funding gap with 
US & Japan) 
2. States should examine their mix of student fees and support schemes in the light of 
their actual efficiency and equity 
3. Financial autonomy: Universities should be responsible and accountable for their 
resources 
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4. University funding should be focused on relevant outputs rather than on inputs 
5. States should strike the right balance between core, competitive and outcome-based 
funding  
 
Whether one agrees or not, modern higher education funding is concerned with finding the 
right balance between financial autonomy, resource diversification and performance 
orientation. This is related to the overall developments from central state steering towards 
more market regulation and decentralised decision-making in which competition and 
linking budgets to performance gains importance. 
 
More market based principle aim to stimulate more efficiency, greater demand orientation, 
responsiveness among stakeholders like institutions and students and rationality. On the 
other hand higher education also remains to have some “public good” characteristics and 
thus government should stay involved. Therefore, introducing more self-regulation, 
competition and performance orientation should always be accompanied with some form 
of monitoring and continuous dialogue to prevent too much complexity and diversity in 
the way higher education is performed. This leads to a growing role for accountability and 
quality assurance in contemporary higher education. 
 
2 Funding models for higher education 
Experiences have shown that traditional state funding mechanisms in higher education 
often include a number of specific problems: 
 Line-item budgeting and input control: these lead to relative inflexibility and a 
disconnection between higher education objectives and funding 
 Annual budgets: these lead to situations of “December fever” where units have to 
spend all their funds within a year because they otherwise have to return the left 
over budget and will face budget cuts the next year. Annual budgets can also lead 
to instability and no reliable calculation base, particularly if the funding ministry 
has an unstable budget or priority setting. 
 Incremental budgeting: the historical basis does not provide incentives to improve 
or renew performances of HEIs. 
 Ex-ante state allocations: often include low information about real costs and 
performances and provide little room for flexibility. They also often contain a 
bottom-up approach of financial plans from multiple deans with their own wish-
lists and nobody capable to make a realistic priority setting 
 Steering through regulations: leads to uniform solutions for diverse situations and 
problems as well as to very strategic institutional behaviour. 
 Few financial sources: lead to a strong dependency of HEIs on state funding 
running the risk of serious problems in case of strong changes on the government 
side. 
 
Based on these problems a number of criteria can be developed that help improve public 
funding models for higher education: 
Reflections of higher education funding in Slovenia 
 
 
5 
 Stability: in order to guarantees a certain level of basic infrastructure (equipment, 
staff and knowledge) there should be some level of stability in the funds provided 
to HEIs. This can be in the form of fixed footings per institution, programme or core 
group. This has to happen in a transparent way and potentially based on a basic 
conception of costs. There should be only limited room for adjustments over time 
with only a long term orientation towards the likelihood of existence or non-
existence of particular activities. 
 Incentives: a part of the funds should be given on the basis of incentives in order to 
stimulate competition, demand orientation, performance orientation and the 
promotion of strategic goals, profiles and innovation. 
 Autonomy and flexibility: on the side of the HEIs in order to internally allocate the 
funds in an appropriate and flexible way. To allow individual priority setting in 
order to achieve profiling. This also includes potential for reserves and investment 
behaviour. 
 Legitimisation: in order to ensure a proper spending of tax-payer money. This 
implies that HEIs need to be transparent about how they spend their resources as 
well as that they are held accountable for their outcomes, performances and proper 
processes: accountability. 
 Important is that funding mechanisms need to have a strategy that give direction 
towards the priorities set at system level: funding without strategy lacks orientation 
and strategy without funding is useless because HEIs cannot invest in the activities 
wished from them or have no incentive to do so. Whether we like it or not: Money 
is the ultimate driver of the system. 
 
Altogether this means that higher education funding mechanisms could contain three 
“pillars” that represent the core tasks of the funding model: 
1. a stable basic funding part to stimulate stability to perform basic tasks and cost 
orientation 
2. a performance oriented part that stimulates objectives and performance orientation 
3. an innovation oriented part that enables investments in strategic objectives 
 
2.1 Options for funding models 
When national governments allocate funds to the publicly funded higher education 
institutions in their system, there are various options to do this. A few of them have 
already been indicated in the previous paragraph. The major options include the following: 
 Discretionary incremental funding in which the government allocates the budget 
like the previous year with a potential compensation for inflation correction or 
growth in the system 
 Contracts with individual HEIs based on negotiations about their mission. These 
can be detailed individual agreements or more broad framework contracts 
 Project funding through a system of competing proposals: either for teaching, 
research or any other type of activity 
 Formula funding: in which on a transparent way institutions can be allocated funds 
for various types of cost- or performance indicators that are weighted according to 
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their priority and context. Formula guarantee that different HEIs are treated 
equally and fair. They do not prescribe how the funds should be allocated within a 
HEI. 
 
These options are reflected in Figure 2. 
Figure 2: Funding optiond for allocating public funds to HEIs 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Of course, depending on the national context and objectives within the system, a 
combination of the various funding options and indicators within them can be chosen. 
2.1.1 Lump sum financing and the (dis)advantages of decentralisation 
In order to stimulate financial autonomy, most countries provide the public funding 
nowadays by means of a lump sum (block grant) which enables HEIs to internally allocate 
funds according to their own wishes (within certain limits). This means that this will 
generate a certain decentralisation within the system. This is often advocated for reasons of 
allocative efficiency in the system. But there should always be a proper balance between 
centralisation and decentralisation in terms of autonomy and responsibility, balancing 
between academic values versus the logic of the market, as well as between rich and poor 
units/departments and institutions. The advantages and disadvantages of decentralisation 
may also have an impact on the funding model chosen in the higher education system or 
within individual HEIs. 
 
Advantages of decentralisation are: 
 Increased responsibility of units/institutions for their activities requiring more 
vision, profile, strategy, transparency and visibility 
 Increased cost-effective use of resources, as responsible units/institutions may want 
to do more with their resources if they have better insight in the costs of their 
activities 
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 Increased speed of decision making as a result of a stronger feeling of the impact of 
their actions 
 Increased accountability as the “principal” wants to know what the “agent” does 
with its autonomy and resources 
 Empowered institutions or units that really have decision-making power can 
develop a greater innovative capacity  
 
Opposed to the potential positive impact of decentralisation there also may be a number of 
disadvantages: 
 There may be a lack of coordination between institutions and /or units. Various 
“shopkeepers” may achieve their own missions and objectives. 
 Units and institutions may tend to shift their costs to other units and act as free 
riders. 
 Given responsibility does not mean that units or institutions have the professional 
capacities to live according their decision-making power: e.g. often units or 
institutions need time to learn to use their freedom and to “play the game”. 
 Decentralisation brings  larger responsibilities to show what one does and being 
more accountable. This requires more administrative transparency and 
bureaucracy. 
 
The extent to which these advantages and disadvantages depends on the level of trust and 
verification is in the system. These are partially determined by the exact financing 
instruments in use as well as the extent of accountability. More autonomous institutions or 
units have to earn the trust given to them. 
 
How the different interests and objectives are being achieved with funding higher 
education depends to a large extent on the instruments chosen. The instruments make the 
difference and the rationale behind the instruments largely determines whether a 
difference can be made. Rationales behind a funding system should reflect the priorities in 
a system (or in an internal allocation model):  
 Does one want to provide the HE system with stability or incentives? 
 Is there a culture which allows market simulations or more (political) negotiations? 
 Is the government prepared to underpin its strategic objectives with financial 
incentives that can make a difference? 
 
3 Example: incentive funding in Dutch higher education 
Dutch higher education has a long tradition of active funding policies. Since the mid-1980s 
higher education institutions received substantial autonomy accompanied with lump sum 
funding. Since the mid-1990s public funding has to a substantial degree been linked to 
performances. The current funding model for teaching is for 50% based on the number of 
graduates, 13% based on the intake of new students and 37% as a fixed amount. The public 
research budget directly allocated to universities is for 15% related to diploma’s conferred, 
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for 12% related to PhD’s awarded, 6% for excellence oriented disciplinary cross university 
collaboration and for 67% a fixed historical amount. 
 
As can be seen in the overviews in the Appendix, the national funding model for teaching 
does not only reward diplomas and the intake of first year students, but also does that at 
three different tariff levels differentiating between humanities/social sciences; 
science&engineering and medically oriented programmes respectively. Also in the area of 
research funding the part related to diplomas uses this three tariff structure. For PhDs only 
two tariffs are used: high and low for humanities/social sciences versus science/engineering 
& medicine. 
 
The funding tariffs are annually determined based on the total public budget for teaching 
and research available and the total numbers of first year student, bachelor’s, master’s and 
PhD graduates accomplished in the previous year. 
 
The national funding model as such looks relatively simple with the main emphasis on 
stimulating graduates and a relatively low number of funding tariffs. This leaves a lot of 
room for the individual higher education institutions to decide on their own internal 
distribution, either according to different cost-structures or setting their own priorities. 
 
Dutch universities started to use this autonomy to set their own priorities. For example, the 
University of Twente in Enschede particularly focuses on successfully completed study 
credits (not on diploma’s) and for research on PhD output. This is reflected in the premium 
structure overview in the Appendix. The Technical University of Delft has chosen a bit 
different strategy with in the education part a substantial emphasis on particularly 
bachelor’s and master’s degrees and in the research area a relatively detailed incentive 
systems with scientific publications as the main drivers. These different strategies have led 
to the University of Twente being relatively successful in PhD output and attracting 
projects that support PhD research, while the TU Delft particularly excels in scientific 
publications. This shows that putting incentives in the funding model does have an impact 
on the activity orientation of staff. 
 
4 Reflections on the 2011 Slovene HE funding Decree 
Based on the previous reflections on higher education funding, the new higher education 
funding model for teaching as proposed in the Slovene Decree on budgetary financing of 
higher education institutions and other institutions (Government of the Republic of 
Slovenia, 2011) can be analysed as follows. 
 
The basic distinction between two main funding parts – a basic lump sum budget 
accompanied with an innovation fund – appears to reflect that Slovenia aims at 
establishing a modern funding model for teaching in higher education. Having lump sum 
funding, providing universities greater financial autonomy as well as establishing an 
innovation fund that is related to the new Strategic plan for higher education for the 2011-
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2015 period is very much in line with ideas expressed in the EU Modernisation agenda. On 
top of that, the lump sum funding model also includes a part that is flexible and stimulates 
graduation rates, transition rates from year 1 to years 2 (preventing dropout) as well as 
internationalisation. At first sight all of this makes sense. A very strong point in the model 
is the smart inclusion of the parameter on the transition of students from year 1 to year 2. 
Study success and preventing dropout is a big issue in many higher education systems and 
Slovenia proves to have found agreement to stimulate higher education institutions to do 
something about that. It is smart, because research on study success shows that dropout 
rates are the biggest in year 1. 
 
Looking deeper, there are some reflections that might be taken into consideration in the 
further discussions about the new Slovene funding model for teaching in higher education: 
 First of all, it is not clear how much or what proportion of the funding is allocated 
through the lump sum and what through the innovation fund. In the discussions at 
the Ministry it appeared that the innovation fund is not going to be very 
substantive. That implies that the strategy oriented funding may not be very strong. 
 Secondly, it looks like the new model in the lump sum part includes only a very 
small flexible component of 3% that depends on the number of graduates, 
transitions and internationalisation. 97% of the lump sum is just based on what 
each institution received the previous year plus an inflation correction. The in 2004 
initiated 20% flexible part that increased to 40% in 2010 has been substantially 
reduced. This appears that the system focuses much stronger on stability rather 
than on the dynamics of performance orientation. This is even stronger as one can 
expect that each institutions will probably perform well in one of the 3 dynamic 
areas of graduation, transition and internationalisation. It is very unlikely that any 
institution will lose or gain the full 3%. This means that the incentives derived from 
the new funding model to steer the system in its strategic directions is rather weak. 
The institutions are put in a rather stable position and no serious urge to work on 
their graduation and transition rates or internationalisation. 
 Thirdly, because the financial model basically guarantees the last-year’s budget 
plus an inflation correction, this is a dangerous situation for the ministry in times of 
decreasing student numbers. However, when one has the feeling that the system 
has been seriously underfunded in the past, this may be an opportunity to invest in 
the quality of education. If that is the case, it should be better indicated that the 
“excess budget” has to be spent on quality improvement. Student unions could 
fight for that. 
 Fourthly, with regards to the development financing pillar (innovation fund, RSF) 
the question is about the size of this fund compared to its ambitions to stimulate a 
wide array of strategic objectives. The strategic areas of diversity in the higher 
education system, internationalisation, quality improvement and the social 
dimension are each worked out in a substantial list of improvement areas and 
strategic ambitions. This implies that all HEIs will be able to find in each domain a 
couple of areas where they can link in and apply for funds. Potentially such an 
exercise will help the system to develop variety through strength areas with 
different institutions concentrating on different things if centrally this is managed 
properly and if funding is sufficient to make a difference. If all institutions receive 
some limited funds to invest in activities in each of the 4 areas, then one could 
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expect many duplications in activities that can be done easiest to meet the 
requirements of the development fund.  
 Fiftly, the Decree document speaks of entering into individual contracts with the 
HEIs that agree on the HEI’s contribution to the national strategic priorities, study 
activity implementation, the HEI’s own objectives and reporting and compliance. 
These contracts seem not to be directly linked to the 4 strategic areas determined 
before. The question then is what strategy the HEIs have to follow. In addition, in a 
number of countries now performance agreements are made that aim at 
stimulating diversity (variety) through individual plans to excel in specific quality 
issues, internationalisation, didactics or for example addressing specific target 
groups. The trick is to make individual contracts with individual targets in order to 
not have all the institutions run in the same direction. That requires strong central 
steering. 
 Finally, the issue of tuition fees is still pending in the Slovene system. Now student 
numbers decrease, part-time HE is reducing and therewith the revenues for the 
individual institutions and programmes. That may be a threat to quality though 
also less work. Anyhow, this also implies a decrease of private contributions to 
higher education costs in Slovenia. Therefore I wonder whether a general limited 
tuition fee for all students is still an issue to be discussed in the coming years or not. 
Currently, with a stable funding method and decreasing numbers of students, the 
government – read tax payers – is paying the full price. 
 
Next to the funding debate, but closely related to it, there seems to be a discussion about 
the possibility for HEIs to limit the student intake and thus reduce student numbers. The 
question is to what extent this anyhow happens through the demographic decline. So next 
to a natural decreasing system, developing a strategy of purposefully decreasing HE 
capacity may be dangerous. First of all, the long term economic needs of Slovenia may also 
be based on a well-education labour force. In addition, stabilising public funding and at the 
same time reducing its capacity can only be argued if a serious quality improvement 
agenda is added. 
 
Appendix 
Table A1: Dutch National university allocation model (2008) 
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Table A2: University of Twente internal allocation model (2009/2010) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table A3: University of Twente internal funding rates (2009/2010) 
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Table A4: Technical University of Delft internal allocation model (2009/2010) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
